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Vol. 19, No. 1 (January, 1992) 


A. M. BEST ABDICATES ITS LEADERSHIP POSITION 
Discusses A. M. Best’s policy of requiring at least an as- 
terisk and an explanatory footnote when a company’s 
rating included the “contingent” modifier, explains how 
Best changed its policy and no longer requires a com- 
pany to mention a modifier when referring to the rating, 
describes how companies with contingent ratings dis- 
cussed their ratings in their advertisements, and con- 
cludes with an expression of opinion that Best abdi- 
cated its leadership position because it approved of the 
presentation of incomplete and perhaps misieading in- 
formation to the constituencies of the companies 


FINANCIAL DECEPTION FROM THE EQUITABLE 


Vol. 19, No. 2 (February, 1992) 


SECURITY BENEFIT LIFE AND THE STATE GUARANTY 
ASSOCIATIONS 


Describes how a block of single-premium deferred an- 
nuities was transferred from First Pyramid Life Insurance 
Company to Security Benefit Life Insurance Company to 
Life Assurance Company of Pennsylvania to Diamond 
Benefits Life Insurance Company, oa that Dia- 
mond Benefits subsequently was declared insolvent and 
taken over by state insurance regulators in Arizona, ex- 
plains the proposal developed by the National Organiza- 
tion of Life and Health Insurance Guaranty Associations 
(NOLHGA), and identifies a number of questions raised 
by the NOLHGA proposal 


AN AETNA POLICYOWNER SAYS NO TO THE TRANSFER 
OF HIS HEALTH INSURANCE COVERAGE TO MUTUAL OF 
OMAHA 


Discusses the $1 billion investment by AXA in The Equi- 
table Life Assurance Society of the United States, ex- 


plains how Equitable described to its field force the fi- 
nancial effect of AXA’s investment, discusses other 
company pronouncements, and concludes with an ex- 
pression of opinion that many of the figures used in Eq- 


Discusses the letter of notification received by a Texas 
policyowner of Aetna Life Insurance and Annuity Com- 
pany informing him of the transfer of his health insur- 


ance coverage to Mutual of Omaha Insurance Company, 
describes his strongly worded response in which he ob- 
jected to the transfer, and concludes with an expression 
of opinion that Aetna’s procedure was unacceptable 
from the viewpoint of policyowners 


THE NAIC’S IRIS RATIOS AND THE CANADIAN 

COMPANIES 
Discusses a letter | received from an official of the Cana- 
dian Life and Health Insurance Association concerning 
the Insurance Regulatory Information System data 
shown in our September/October 1991 special ratings 
issue for United States affiliates of several major Cana- 
dian companies, and presents the response | received 
from the National Association of Insurance Commission- 
ers when | sent the letter to them 


uitable’s discussions of its financial condition were de- 
ceptive because they tended to give recipients the 
erroneous impression that AXA’s $1 billion investment 
was part of Equitable’s surplus 


A CORRECTION BY STANDARD & POOR’S 
Explains how Standard & Poor’s Corporation erro- 
neously reported in November 1991 that it had assigned 
a Claims-paying ability rating to Colonial Life & Accident 
Insurance Company, and describes my correspondence 
with officials of the company 


FROM THE MAILBAG 


Comments by William A. Swalick, Gordon R. Kruger, 
A. L. Andrews, and John Jay Rowe, Jr. 
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Vol. 19, No. 3 (March, 1992) 


WILLIAM T. BEADLES 
Dedicates this issue to the memory of William T. Bea- 
dies, professor emeritus of insurance at Illinois Wesleyan 
University, who died on November 10, 1991 


THE CURRENT STATE OF AFFAIRS IN THE LIFE 

INSURANCE BUSINESS 
Contains my remarks at the Forum 500 session during 
the November 1991 annual meeting of the American 
Council of Life Insurance, presents a series of brief posi- 
tion statements, discusses the transfers of blocks of 
business from one insurance company to another, iden- 
tifies deceptive sales practices used in the marketing of 
traditional cash-value insurance and interest sensitive 
products, describes two potentially fatal flaws in the life 
insurance business, discusses the lack of disclosure to 
insurance consumers, explains how the collapse of Ex- 
ecutive Life Insurance Company caused the life insur- 
ance industry to enter a new and dangerous era, and 
concludes with some prophetic comments made at the 
1930 annual meeting of the American Life Convention 


A. M. BEST REVISES ITS RATING SYSTEM 
Describes the changes in its rating system announced in 
January 1992 by the A. M. Best Company, and dis- 
cusses some developments reiated to the changes 

PRESIDENTIAL LIFE AND STANDARD & POOR’S 
Discusses the circumstances surrounding the with- 
drawal of the claims-paying ability rating of Presidential 
Life Insurance Company by Standard & Poor’s Corpora- 
tion (S&P) at the company’s request, and concludes with 
an expression of opinion that S&P acted properly and in 
a manner consistent with its established procedure 


MOODY’S CHANGES ITS PROCEDURE 
Explains that Moody’s Investors Service previously al- 
lowed a company to suppress a rating but recently 
changed its procedure so that suppression is no longer 
possible, and concludes with an expression of opinion 
that the new procedure is courageous and appropriate 


Vol. 19, No. 4 (April, 1992) 


PRESIDENTIAL LIFE AND THE U. S. DEPARTMENT 

OF LABOR 
Discusses the lawsuit filed in January 1992 by the 
United States Department of Labor against The Strouse, 
Adler Company, describes how Strouse terminated its 
pension plan in 1990 and purchased annuities to replace 
the vested benefits of the participants who chose not to 
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take a lump sum distribution, explains how Strouse de- 
cided to buy the annuities from Presidential Life Insur- 
ance Company, discusses the allegations that Strouse 
violated several provisions of the Employee Retirement 
Income Security Act of 1974 (ERISA) by not buying the 
annuities from a company with higher financial ratings, 
and concludes with an expression of opinion that the 
case is a signal that the Department of Labor will en- 
force vigorously the provisions of ERISA requiring the 
sponsors of pension plans to be diligent in carrying out 
their obligations as fiduciaries 


THE DOWNGRADE OF PRUDENTIAL BY MOODY’S 

INVESTORS SERVICE 
Discusses the announcement in January 1992 by 
Moody’s Investors Service that the financial strength rat- 
ing of The Prudential Insurance Company of America 
was being downgraded from Aaa to Aa1, describes Pru- 
dential’s response to the downgrade, discusses 
Moody’s explanation of the reasons for the downgrade, 
and includes in an appendix a special comment pub- 
lished by Moody’s in October 1991 explaining why sev- 
eral companies had been downgraded recently and why 
additional downgrades were likely 


RECENT DEVELOPMENTS IN THE RATINGS OF LIFE 

INSURANCE COMPANIES 
Lists, in a second follow-up to our September/October 
1991 special ratings issue, the life insurance companies 
whose ratings were changed between November 4, 
1991 and February 21, 1992, and the life insurance com- 
panies that received new ratings between November 4, 
1991 and February 21, 1992 


GENERAL AMERICAN LIFE AND THE POLICY 

LOAN CLAUSE 
Discusses the “Loan Interest in Arrears Conversion Pro- 
gram” of General American Life Insurance Company, in 
which the company changed its method of charging in- 
terest on policy loans from interest paid in advance to 
interest paid in arrears, explains why the company un- 
dertook the program, describes the procedures followed 
by the company in implementing the program, and con- 
cludes with an expression of opinion that the company’s 
use of negative consent in this type of situation was ac- 
ceptable from the viewpoint of consumers 

FROM THE MAILBAG 
Comments by J. Gary Beagin, Mal S. Klugman, 
Frederic R. Marschner, Derryck J. Dias, and a poem by 
Joe Zinobile 


A RESPONSE FROM THE EQUITABLE 
Refers to the article entitled “Financial Deception from 
the Equitable” in our January 1992 issue, and presents 
the letter from Joseph J. Melone, president and chief 
operating officer of The Equitable Life Assurance Soci- 
ety of the United States, responding to the article 


Vol. 19, No. 5 (May, 1992) 


THE ASSAULT BY STATE REGULATORS ON THE RIGHTS 
OF INSURANCE CONSUMERS 
Discusses the February 1992 draft of a model act pro- 
posed by a working group of the National Association of 
Insurance Commissioners on transfers of insurance poli- 
cies from one insurance company to another, discusses 
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the implied consent provisions of the proposed model 
act, explains how the proposed model act fails to require 
disclosure of vital information to the affected policy- 
owners, describes our survey of state insurance depart- 
ments seeking to find out what would be told to policy- 
owners who ask departments for information about the 
financial condition of the transferring and acquiring com- 
panies, and concludes with an expression of opinion that 
the proposed model act would destroy rather than pro- 
tect some fundamental rights of consumers 


Vol. 19, No. 6 (June, 1992) 


RECENT DEVELOPMENTS AT FIDELITY MUTUAL LIFE 


Discusses the March 1992 agreement under which 
agents of The Fidelity Mutual Life Insurance Company 
would no longer be writing policies for Fidelity but in- 
stead those choosing to do so would be writing policies 
for Columbus Life Insurance Company, explains the cir- 
cumstances that led Fidelity to enter into the agreement, 
indicates that Fidelity’s strategy is to eliminate the ex- 
penses associated with its marketing operations and 
thereby increase net income, build surplus, and allow 
time for the restructuring of assets, and raises the ques- 
tion of whether Fidelity’s policyowners and competitors 
will allow the company time to pursue its strategy 


Contents 1992 


Vol. 19, No. 7 (July, 1992) 


OBSERVATIONS ON CREDIT RATING BAIL-OUT 

PROVISIONS 
Discusses the credit rating bail-out provisions that may 
be used in some annuity contracts and guaranteed in- 
vestment contracts, describes the November 1991 in- 
quiry received by the New York insurance department 
concerning its position on the provisions, describes the 
New York department’s March 1992 circular letter on 
the subject, explains some of the problems created by 
the provisions, and concludes with an expression of 
opinion that any company inserting the provision in its 
contracts is engaging in reckless, irresponsible behavior 


LIFE INSURANCE COMPANIES’ JUNK BONDS 

AND PROBLEM MORTGAGES 
Lists 37 life insurance companies whose junk bond 
holdings decreased by 10 percent or more from the end 
of 1990 to the end of 1991, shows the junk bond hold- 
ings of 68 life insurance companies at the end of 1991, 
lists 16 life insurance companies whose problem mort- 
gages increased by 10 percent or more from the end of 
1990 to the end of 1991, and shows the problem mort- 
gages of 60 life insurance companies at the end of 1991 


FROM THE MAILBAG 
OBSERVATIONS ON THE USE OF SELECTIVE 
QUOTATIONS FROM THE REPORTS OF Comments by L. Rex Nichols and Arthur Abramson 
INSURANCE COMPANY RATING AGENCIES EXECUTIVES’ COMPENSATION IN 1991 


Refers to an article in our March 1990 issue, describes a 
survey | conducted foliowing publication of the article, 
describes a press release circulated by The Holden 
Group, parent of Security First Life Insurance Company, 
in which Security First’s newly assigned claims-paying 
ability rating by Standard & Poor’s Corporation (S&P) 
was discussed, describes a press release circulated by 
National Life Insurance Company (Vermont) in which the 
upgrading of National Life’s claims-paying ability rating 
by S&P was discussed, and concludes with an expres- 
sion of opinion that the proper procedure is for a com- 
pany to include the entire report or announcement by 
the rating agency with any press release or other mate- 
rial the company distributes 


STANDARD & POOR’S AND THE CONGRESSIONAL 
RESEARCH SERVICE 


Describes a January 1992 memorandum issued by the 
Congressional Research Service of the Library of 
Congress discussing the qualified solvency ratings 
being assigned to insurance companies by Standard & 
Poor’s Corporation (S&P), explains why the data in the 
memorandum constitute a biased sample of companies 
with qualified solvency ratings, and concludes with an 
expression of opinion that it is inappropriate for S&P’s 
detractors to use the memorandum in support of their 
criticism of qualified solvency ratings 


A VICTORY FOR THE CALIFORNIA PUBLIC 
RECORDS ACT 


Describes a request | filed with the California insurance 
department for documents relating to Executive Life In- 
surance Company, discusses the lawsuit | filed after the 
request was denied, and concludes with an expression 
of opinion that our victory in the lawsuit reaffirms the 
purposes of the California Public Records Act 
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Shows the 1991 compensation of persons who received 
$700,000 or more in various insurance companies 


Vol. 19, No. 8 (August, 1992) 


A SUGGESTED COMMITMENT CLAUSE REGARDING 

INSURANCE POLICY TRANSFERS 
Describes a request made of Sun Life Assurance Com- 
pany of Canada by a bank vice president in his capacity 
as a fiduciary, explains that the request was for assur- 
ance that a policy would not be transferred to another 
company without the consent of the policyowner, ex- 
plains my survey of 40 life insurance companies seeking 
information on how they would respond to a similar re- 
quest, describes the results of the survey, and con- 
cludes with an expression of opinion that the time has 
come for a commitment clause to be inserted in the pol- 
icy to the effect that the company’s obligations will not 
be transferred to another company without the written, 
affirmative consent of the policyowner 


INSURANCE POLICY TRANSFERS AND THE 

UNITED STATES CONSTITUTION 
Discusses the question of whether a state law providing 
for the transfer of policies from one insurance company 
to another with the implied consent of the policyowner 
would survive a challenge based on the United States 
Constitution, includes a memorandum on the subject 
written by Donald J. Greene, includes a memorandum 
on the subject written by David C. Viadeck, and con- 
cludes that the issue of constitutionality should have 
been but has not been considered thoroughly in the de- 
liberations of the National Association of Insurance 
Commissioners 





Contents 1992 


MORE ON SECURITY BENEFIT LIFE AND THE 

STATE GUARANTY ASSOCIATIONS 
Refers to the article entitled “Security Benefit Life and 
the State Guaranty Associations” in our February 1992 
issue, includes the form letter that was sent by Security 
Benefit to persons who made inquiries after reading my 
article, and describes my unsuccessful efforts to discuss 
the form letter with officials of Security Benefit 


Vol. 19, Nos. 9 and 10 (September/October, 1992) 


FINANCIAL STRENGTH RATINGS OF LIFE INSURANCE 

COMPANIES 
Explains, in this lead article in our 32-page special rat- 
ings issue, the reasons for public concern about the fi- 
nancial soundness of life insurance companies, recom- 
mends individuals rely on firms that are in the business 
of evaluating the financial condition of insurance compa- 
nies, discusses the ratings assigned to insurance com- 
panies by the A. M. Best Company, Standard & Poor’s 
Corporation, Moody’s Investors Service, and Duff & 
Phelps Credit Rating Company, explains how an individ- 
ual should use the ratings when trying to select a life in- 
surance company from which to purchase new insur- 
ance, identifies seven important considerations when an 
individual is trying to decide whether to replace an exist- 
ing policy, lists all life insurance companies rated as of 
August 3, 1992 by one or more of the four major rating 
firms and some of the companies that were not as- 
signed ratings by A. M. Best, provides information so 
that the reader can determine readily the numerical posi- 
tion of each rating category, and includes, in a series of 
four appendixes, the four major rating firms’ descrip- 
tions of their rating categories 


RATING CHANGES AMONG LIFE INSURANCE 
COMPANIES 
Lists all the life insurance companies whose ratings as- 
signed by one or more of the four major rating firms 
changed during the past year 


A WATCH LIST OF LIFE INSURANCE COMPANIES BASED 

ON THE NAIC’S IRIS RATIOS 
Describes the statistical and analytical phases of the 
Insurance Regulatory Information System (IRIS) of the 
National Association of Insurance Commissioners, dis- 
cusses previous watch lists, explains how we con- 
structed a new watch list of life insurance companies 
with four or more IRIS ratios outside the ranges of usual 
values in 1992, identifies the limitations of the data, dis- 
cusses how to use the information, shows the names 
and the ranges of usual values for the 1992 IRIS ratios 
applicable to life insurance companies, and lists all the 
life insurance companies with four or more IRIS ratios 
outside the ranges of usual values in 1992 


Vol. 19, No. 11 (November, 1992) 


A POTENTIAL FEDERAL INCOME TAX TRAP FOR 
BUYERS OF SECOND-TO-DIE LIFE INSURANCE 
POLICIES WITH AGE RATE-UPS 
Explains that many companies use age rate-ups rather 
than extra premiums to cover the anticipated additional 
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mortality in second-to-die policies where at least one of 
the insureds does not qualify for standard insurance, in- 
cludes a statement by the law division of the Mas- 
sachusetts Mutual Life Insurance Company concerning 
what it considers potentially serious federal income tax 
problems with age rate-ups, describes our survey of 24 
companies that use age rate-ups in their second-to-die 
policies, includes the responses of the 16 companies 
that replied to the survey, mentions the availability of a 
statement on the subject prepared by Tillinghast, and 
concludes with an expression of opinion that companies 
issuing second-to-die policies with age rate-ups should 
disclose to their agents, policyowners, and prospective 
policyowners the existence of an income tax question 
and the implications of the question 


OBSERVATIONS ON OUR RATING CRITERIA 


Refers to the lead article in our September/October 
1992 issue, mentions the criteria suggested for con- 
sumers who want to be conservative in selecting a com- 
pany from which to buy new insurance, discusses some 
reactions to the criteria, describes some of the compar- 
isons that led to the development of the criteria, dis- 
cusses the implications of A. M. Best Company’s re- 
vised rating system, and lists the ratings, as of October 
5, 1992, of the 46 life insurance companies that were 
rated by all four of the major rating firms 


Vol. 19, No. 12 (December, 1992) 


DECEPTIVE PROMOTIONAL MATERIAL FROM LIFEUSA 


Describes LifeUSA Insurance Company’s promotional 
material that emphasizes the financial strength ratings of 
the company’s reinsurers, includes the comments made 
by the reinsurers when | asked them whether a Life USA 
policyowner would have recourse to the reinsurers in the 
event of the failure of LifeUSA to meet its obligations, 
and concludes with an expression of opinion that the 
promotional material is deceptive because it gives the 
erroneous impression that the policyowner would have 
recourse to the reinsurers 


TIAA’S INVESTMENT IN MALL OF AMERICA 


Describes the new Mall of America, one of the largest 
shopping and entertainment complexes in the world, 
discusses the $650 million investment and 55 percent 
ownership interest in Mall of America by Teachers Insur- 
ance and Annuuity Association of America (TIAA), de- 
scribes my letters to TIAA about the investment, in- 
cludes a letter from TIAA responding to my concerns, 
and concludes with an expression of opinion that the in- 
vestment is uncomfortably large relative to TIAA’s net 
worth and that the nature of the investment is of ques- 
tionable suitability for a life insurance company 


A DEAFENING SILENCE ON CREDIT RATING BAIL-OUT 
PROVISIONS 


Refers to the lead article in our July 1992 issue, dis- 
cusses my letter to the chairman of Aetna Life Insurance 
Company inquiring about the company’s views on credit 
rating bail-out provisions, reports that | received no reply 
to the letter, and mentions that | received not a single 
comment on the original article 
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